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SUBJECT: PROPOSED NEW GREEK LEGISLATION TO STIMULATE AND CHANNEL 
INVESTMENT 

SUMMARY AND COMMENT: SIGNIFICANT NEW FINANCIAL LEGISLATION IS BEING 
PREPARED BY GOG FOR SUBMISSION TO PARLIAMENT. THE MAJOR OBJECTIVE 
OF THE MEASURES, FROM INORMATION PRESENTLY AVAILABLE ON THE 
UNPUBLISHED DRAFT. IS TO FOSTER PRODUCTIVE INVESTMENT. AMONG THE 
MOST SIGNIFICANT MEASURES ARE: A) ENCOURAGEMENT OF OVERSEAS BORROWING 
FOR PRODUCTIVE PURPOSES THROUGH LOCAL COMMERCIAL BANKS; B) 
ESTABLISHMENT 

OF A GOG-ADMINISTERED FUND, THROUGH A LEVY ON BANKS, DESIGNED TO 
SUBSIDIZE LOANS FOR PARTICULARLY IMPORTANT PROJECTS; C) PROMOTION OF 
DEVELOPMENT OF A LOCAL CAPITAL MARKET THROUGH BOND ISSUES AND 
INCREASED EQUITY FINANCING BY CREDIT INSTITUTIONS AND PUBLIC UTILITIES. 

COORDINATION MINISTER OFFICIALS ACKNOWLEDGE PRIVATELY THAT SHORT-TERM 
STIMULATIVE EFFECTS WILL BE MINIMAL. THEY VIEW THESE MEASURES AS 
AMONG FIRST STEPS TOWARDS GOG'S GOAL OF RESTRUCTURING ECONOMY THROUGH 
SELECTIVE CHANNELING OF INVESTMENT RESOURCES. OVERALL STREAMLINING 
OF CREDIT PROCEDURES, AND GREATER EASE IN OBTAINING FOREIGN FINANCING 
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WILL, THEY HOPE, CONTRIBUTE TO GRADUAL RECOVERY FROM LAST YEAR'S 
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INVESTMENT SLUMP WHEN GROSS FIXED INVESTMENT AT CONSTANT PRICES 
DROPPED 26 PERCENT FROM 1973. THE NECESSARILY SKETCHY OUTLINE BELOW 
OBVIOUSLY RAISES MANY QUESTIONS CONCERNING IMPLEMENTATION, TECHNIQUES, 

AND IMPLICATIONS OF THE PROPOSED LEGISLATION WHICH CANNOT BE ANSWERED 
AT THE PRESENT TIME. A MAJOR QUESTION IS FOR EXAMPLE HOW THE PROPOSALS 

WILL AFFECT LOCAL INVESTORS’ RELUCTANCE TO ASSUME THE EXCHANGE RISKS 
IMPLICIT IN FOREIGN BORROWING; THE PROPOSED INNOVATION BY THE BANK 
OF GREECE OF A FOREIGN EXCHANGE GUARANTEE ON EUROPEAN INVESTMENT BANK 
LOANS COULD BE AN INTERESTING PRECEDENT FOR WIDER APPLICATION OF THIS 
TECHNIQUE TO ENCOURAGE BORROWING FROM ABROAD FOR PRODUCTIVE INVESTMENT. 

END SUMMARY AND COMMENT. 

1. MINISTER OF COORDINATION AND PLANNING PAPALIGOURAS ANNOUNCED ON 
AUGUST 1 1 THAT LEGISLATION IS UNDER PREPARATION TO FACILITATE 
INVESTMENT AND IMPROVE THE NATION'S CREDIT SYSTEM. DETAILED INFORMATION 

ON THE NEW MEASURES HAS NOT YET BEEN PUBLISHED, AND SINCE THEY ARE 
STILL IN DRAFT FORM SOME ALTERATIONS MAY OCCUR. A SUMMARY OF THE 
MAJOR FEATURES FOLLOWS. 

2. OVERSEAS BORROWING BY COMMERCIAL BANKS-COMMERCIAL BANKS WILL BE 
ENCOURAGED TO BORROW ABROAD FOR RELENDING FOR PRODUCTIVE PURPOSES 
PROVIDED CURRENCY COMMITTEE OF BANK OF GREECE APPROVES EACH 
TRANSACTION. 

IN THE EVENT THE FOREIGN INTEREST RATE EXCEEDS THE DOMESTIC LENDING 
RATE PERMITTED BY THE CURRENCY COMMITTEE, THE BANK WILL BE REIMBURSED 
OUT OF PUBLIC FUNDS FOR THE DIFFERENCE. INITIAL REACTION OF LOCAL 
BANKERS SEEMS FAVORABLE, BUT THERE IS SOME SKEPTICISM OVER CURRENCY 
COMMITTEE S ABILITY TO HANDLE APPROVAL MECHANISM RAPIDLY AND SMOOTHLY 

A MAJOR FACTOR IS THAT UNCERTAINTY OVER PARITY FLUCTUATIONS HAS 
REDUCED WILLINGNESS ON PART OF INVESTORS TO UNDERTAKE FOREIGN 
EXCHANGE OBLIGATIONS. RESULT IS THAT INVESTORS BORROW IN DRACHMAS 
TO FINANCE IMPORTED EQUIPMENT NEEDS, WITH CONSEQUENT BURDEN ON 
BALANCE OF PAYMENTS. GOG WOULD PREFER TO ENCOURAGE INVESTORS TO 
FINANCE THESE REQUIREMENTS DIRECTLY THROUGH OVERSEAS BORROWING. 
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3. TWO OTHER PROPOSED MEASURES IN SAME DIRECTION ARE: 

(A) COMMERCIAL BANKS WOULD BE PERMITTED TO GRANT LOANS DENOMINATED 
IN FOREIGN CURRENCIES, PARTICULARLY FOR SHIPPING SECTOR; AND 

(B) BANK OF GREECE WOULD UNDERWRITE ANY FOREIGN EXCHANGE LOSS 
ENCOUNTERED BY COMMERCIAL BANKS IN THE CHANNELING OF EUROPEAN 
INVESTMENT BANK LOANS. 

4. SUBSIDIZED INTEREST RATES FOR KEY INVESTMENTS-GOG PLANS TO 
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ESTABLISH A FUND, THROUGH LEVY ON BANKING COMMUNITY (INCLUDING BANK 
OF GREECE), TO SUBSIDIZE INVESTMENTS IN KEY AREAS. BANKS WOULD BE 
REQUIRED TO CONTRIBUTE ONE TENTH OF ONE PERCENT OF OUTSTANDING BANK 
CREDITS. ANTICIPATED REVENUE FROM LEVY WOULD REACH 450 MILLION 
DRACHMAS ANNUALLY, A FIGURE CONSIDERED SUFFICIENT TO PROVIDE A 
4-UNIT INTEREST RATE REDUCTION ON LOANS TOTALLING 1 1 BILLION DRACHMAS 

ADDITIONAL FUNDS MIGHT BE MADE AVAILABLE. IF NECESSARY, FROM THE 
STATE BUDGET. ONE LOCAL BANKER COMMENTED THAT THE COST OF THIS LEVY 
WOULD BE PASSED ON TO THE CUSTOMER, THUS AT LEAST IN PART (I.E., 

ON BANK LOANS FOR PRODUCTIVE INVESTMENT) COUNTERING THE EFFECT WHICH 
THE GOG IS SEEKING. 

5. DEVELOPMENT OF LOCAL CAPITAL MARKET- CREDIT INSTITUTIONS AND 
PUBLIC UTILITIES WILL BE ENCOURAGED TO ISSUE LONG-AND SHORT-TERM 
BONDS, AND INCREASE SHARE CAPITAL, INCLUDING IN BONDS AND SHARES 
DENOMINATED IN FOREIGN EXCHANGE. IT IS NOT AT PRESENT CLEAR WHETHER 
THERE WILL BE SPECIFIC MEASURES OR INCENTIVES (BEYOND MORAL SUASION) 

TO ACHIEVE THIS OBJECTIVE. BANK OF GREECE GOVERNOR ZOLOTAS REPORTEDLY 
WOULD ALSO FAVOR ESTABLISHMENT OF MARKET FOR REDISCOUNTING OF 
CERTIFICATES OF DEPOSIT, BUT THERE IS NO OFFICIAL VERIFICATION 
THAT SUCH A STEP IS BEING ACTIVELY CONSIDERED FOR IMPLEMENTATION 
AT PRESENT. 

KUBISCH 
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